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amount loaned under the authority of the
General Limitation ($800,000), when added to
the amount loaned under the exception
($800,000), yields a sum that does not exceed
the 30 percent uppermost limitation
($1,600,000).

2. This result does not change even if the
facts are altered to assume that some or all
of the $800,000 amount of lending permissible
under the General Limitation’s 15 percent
basket is not used, or is devoted to the devel-
opment of domestic residential housing
units.

In other words, using the above example, if
Association A lends Y $400,000 for commer-
cial purposes and $300,000 for residential pur-
poses—both of which would be permitted
under the Association’s $800,000 General Lim-
itation—Association A’s remaining permis-
sible lending to Y would be: first, an addi-
tional $100,000 under the General Limitation,
and then another $800,000 to develop domes-
tic residential housing units if the Associa-
tion meets the paragraph (d)(3) prerequisites.
(The latter is $800,000 because in no event
may the total lending to Y exceed 30 percent
of unimpaired capital and unimpaired sur-
plus). If Association A did not lend Y the re-
maining $100,000 permissible under the Gen-
eral Limitation, its permissible loans to de-
velop domestic residential housing units
under paragraph (d)(3) would be $900,000 in-
stead of $800,000 (the total loans to Y would
still equal $1,600,000).

3. In short, under the paragraph (d)(3) ex-
ception, the 30 percent or $30,000,000 limit
will always operate as the uppermost limita-
tion, unless of course the association does
not avail itself of the exception and merely
relies upon its General Limitation.

Section 560.93-101 Interrelationship Between
the General Limitation and the 150 Percent
Aggregate Limit on Loans to all Borrowers To
Develop Domestic Residential Housing Units

1. The Office has already received numer-
ous questions regarding the allocation of
loans between the different lending limit
“‘baskets,” i.e., the 15 percent General Limi-
tation basket and the 30 percent Residential
Development basket. In general, the inquir-
ies concern the manner in which an associa-
tion may ‘“move” a loan from the General
Limitation basket to the Residential Devel-
opment basket. The following example is in-
tended to provide guidance:

Example: Association A’s General Limita-
tion under section 5(u)(1) is $15 million. In
January, Association A makes a $10 million
loan to Borrower to develop domestic resi-
dential housing units. At the time the loan
was made, Association A had not received
approval under a Director order to avail
itself of the residential development excep-
tion to lending limits. Therefore, the $10 mil-
lion loan is made under Association A’s Gen-
eral Limitation.
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2. In June, Association A receives author-
ization to lend under the Residential Devel-
opment exception. In July, Association A
lends $3 million to Borrower to develop do-
mestic residential housing units. In August,
Borrower seeks an additional $12 million
commercial loan from Association A. Asso-
ciation A cannot make the loan to Borrower,
however, because it already has an out-
standing $10 million loan to Borrower that
counts against Association A’s General Lim-
itation of $15 million. Thus, Association A
may lend only up to an additional $5 million
to Borrower under the General Limitation.

3. However, Association A may be able to
reallocate the $10 million loan it made to
Borrower in January to its Residential De-
velopment basket provided that: (1) Associa-
tion A has obtained authority under a Direc-
tor’s order to avail itself of the additional
lending authority for residential develop-
ment and maintains compliance with all pre-
requisites to such lending authority; (2) the
original $10 million loan made in January
constitutes a loan to develop domestic resi-
dential housing units as defined; and (3) the
housing unit(s) constructed with the funds
from the January loan remain in a stage of
‘“‘development’” at the time Association A re-
allocates the loan to the domestic residen-
tial housing basket. The project must be in
a stage of acquisition, development, con-
struction, rehabilitation, or conversion in
order for the loan to be reallocated.

4. If Association A is able to reallocate the
$10 million loan made to Borrower in Janu-
ary to its Residential Development basket, it
may make the $12 million commercial loan
requested by Borrower in August. Once the
January loan is reallocated to the Residen-
tial Development basket, however, the $10
million loan counts towards Association’s
150 percent aggregate limitation on loans to
all borrowers under the residential develop-
ment basket (section 5(u)(2)(A)(ii)(1V)).

5. If Association A reallocates the January
loan to its domestic residential housing bas-
ket and makes an additional $12 million
commercial loan to Borrower, Association
A’s totals under the respective limitations
would be: $12 million under the General Lim-
itation; and $13 million under the Residen-
tial Development limitation. The full $13
million residential development loan counts
toward Association A’s aggregate 150 percent
limitation.

[61 FR 50976, Sept. 30, 1996, as amended at 61
FR 66579, Dec. 18, 1996; 62 FR 66262, Dec. 18,
1997; 66 FR 13007, Mar. 2, 2001]

§560.100 Real estate lending stand-
ards; purpose and scope.

This section, and §560.101 of this sub-
part, issued pursuant to section 304 of
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the Federal Deposit Insurance Corpora-
tion Improvement Act of 1991, 12 U.S.C.
1828(0), prescribe standards for real es-
tate lending to be used by savings asso-
ciations and all their includable sub-
sidiaries, as defined in 12 CFR 567.1,
over which the savings associations ex-
ercise control, in adopting internal real
estate lending policies.

[61 FR 50971, Sept. 30, 1996, as amended at 62
FR 66262, Dec. 18, 1997]

§560.101 Real estate lending stand-
ards.

(a) Each savings association shall
adopt and maintain written policies
that establish appropriate limits and
standards for extensions of credit that
are secured by liens on or interests in
real estate, or that are made for the
purpose of financing permanent im-
provements to real estate.

(b)(1) Real estate lending policies
adopted pursuant to this section must:

(i) Be consistent with safe and sound
banking practices;

(ii) Be appropriate to the size of the
institution and the nature and scope of
its operations; and

(iii) Be reviewed and approved by the
savings association’s board of directors
at least annually.

(2) The lending policies must estab-
lish:

(i) Loan
standards;

(if) Prudent underwriting standards,
including loan-to-value limits, that are
clear and measurable;

(iii) Loan administration procedures
for the savings association’s real estate
portfolio; and

(iv) Documentation, approval, and re-
porting requirements to monitor com-
pliance with the savings association’s
real estate lending policies.

(c) Each savings association must
monitor conditions in the real estate
market in its lending area to ensure
that its real estate lending policies
continue to be appropriate for current
market conditions.

(d) The real estate lending policies
adopted pursuant to this section should
reflect consideration of the Inter-
agency Guidelines for Real Estate
Lending Policies established by the
Federal bank and thrift supervisory
agencies.

portfolio diversification
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APPENDIX TO §560.101—INTERAGENCY GUIDE-
LINES FOR REAL ESTATE LENDING POLICIES

The agencies’ regulations require that each
insured depository institution adopt and
maintain a written policy that establishes
appropriate limits and standards for all ex-
tensions of credit that are secured by liens
on or interests in real estate or made for the
purpose of financing the construction of a
building or other improvements.! These
guidelines are intended to assist institutions
in the formulation and maintenance of a real
estate lending policy that is appropriate to
the size of the institution and the nature and
scope of its individual operations, as well as
satisfies the requirements of the regulation.

Each institution’s policies must be com-
prehensive, and consistent with safe and
sound lending practices, and must ensure
that the institution operates within limits
and according to standards that are reviewed
and approved at least annually by the board
of directors. Real estate lending is an inte-
gral part of many institutions’ business
plans and, when undertaken in a prudent
manner, will not be subject to examiner crit-
icism.

LOAN PORTFOLIO MANAGEMENT
CONSIDERATIONS

The lending policy should contain a gen-
eral outline of the scope and distribution of
the institution’s credit facilities and the
manner in which real estate loans are made,
serviced, and collected. In particular, the in-
stitution’s policies on real estate lending
should:

¢ Identify the geographic areas in which
the institution will consider lending.

e Establish a loan portfolio diversification
policy and set limits for real estate loans by
type and geographic market (e.g., limits on
higher risk loans).

e Identify appropriate terms and condi-
tions by type of real estate loan.

e Establish loan origination and approval
procedures, both generally and by size and
type of loan.

e Establish prudent underwriting stand-
ards that are clear and measurable, includ-
ing loan-to-value limits, that are consistent
with these supervisory guidelines.

e Establish review and approval procedures
for exception loans, including loans with
loan-to-value percentages in excess of super-
visory limits.

e Establish loan administration proce-
dures, including documentation, disburse-
ment, collateral inspection, collection, and
loan review.

1The agencies have adopted a uniform rule
on real estate lending. See 12 CFR Part 365
(FDIC); 12 CFR Part 208, Subpart C (FRB); 12
CFR Part 34, Subpart D (OCC); and 12 CFR
560.100-560.101 (OTS).
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